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THE OPENING the current year, wide- 
spread business improvement was ex- 
pected with accompanying expansion 
demand for short- and long-term funds 
business, consumers, owners real estate, 
and state and local governments. The business 
expansion has broadened from initial de- 
pendence upon automobile and steel produc- 
tion and construction include most major 
industries, and the records now confirm the 
expectations. 

Demands for finance not invariably 
move concurrent step with business ex- 
pansion, however, for some demands reach 
the market only after considerable rise has 
occurred business volumes. Corporations 
entered the period 
growth with ample liquid reserves and, hence, 
might not have been expected require ad- 
ditional credit immediately. Public utilities 
usually finance the early stages construction 
with internal funds and bank loans, later 
liquidating the loans with capital obtained 
from public offerings securities. The mort- 
gage funds for purchase homes are needed 
some time after construction has been initiated 
but loans construction companies are re- 
quired early the process. Other planned 
construction projects may fail materialize 
and financing requirements may fall short 
expectations the vigor the recovery may 
lead business scale upward the estimates 
needed plant and equipment. Since the de- 
mand for capital and credit exhibits these 
variations relation the growth pro- 
duction and trade, interest examine 
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the volume and source demands thus far 
the year and study some the implications 
current developments for the second half. 


Demands for Long-Term Funds 


Corporations entered the current year 
the retirement bank debt 
curtailment inventories over the pre- 
ceding year. Internal sources funds, 
such retained earnings and rising deprecia- 
tion allowances, were expected supply 
large amount the capital for investment 
the year and was thought that corporate 
new money issues would greater than 
1954. fact, per cent the increase 
corporate working capital and investment 
plant and equipment the first quarter came 
from these sources. Estimates new money 
offerings the first four months the cur- 
rent year indicate that $2.4 billion securi- 
ties were sold compared with $1.9 billion 
the same months 1954—an increase 
per cent. The principal differences between 
the two years were the increases this year 
$715 million securities manufacturing 
firms and $530 million the issues 
nancial and real estate companies and the 
decrease $455 million the securities 
electric, gas, and water companies. Offerings 
personal finance companies were the most 
important reason for the gain the second 
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these categories. Since public 
customarily finance their requirements use 
their bank credit lines, after which securi- 
ties are sold retire the debt, interest 
that these companies borrowed substantial 
amounts from banks the first half year. 
This fact suggests that the volume such 
issues will not continue lag. 

The gain noted offerings manufac- 
turing companies reflects, part, the upward 
revisions business plans invest plant 
and equipment. Outlays for these purposes 
were projected rise from $5.8 billion the 
first quarter $7.3 billion the second. Is- 
sues for the purpose raising working capi- 
tal for manufacturing concerns increased from 
month month the period. Since manu- 
sales increased approximately 
billion the first five months the year 
while inventories increased only nominally, 
sales securities obtain working capital 
may show further increases coming months. 

Security issues state and local govern- 
ments the first four months fell $285 mil- 
lion, per cent, below the volume the 
same months 1954 and, judging the 
basis the marketing larger issues, the 
margin between the two years may have 
widened further the succeeding two 
months. Throughout the year date, num- 
ber large revenue issues have been delayed 
legal and other difficulties. these prob- 
lems are resolved, offerings could increase 
quickly. The recent withdrawal issue 
because the bid received raises the possi- 
bility, however, that other state 
government revenue issues may prove sensi- 
tive interest cost. Moreover, the federal 
highway construction and school aid programs 
may exercise deterring influence the 
volume issues. 

was widely anticipated the beginning 
the year, the demand for mortgage funds 
has been quite heavy. the first three 
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months, mortgages outstanding nonfarm 
4-family dwellings were estimated have 
increased billion, compared with gain 
only two thirds much the like period 
1954. The accompanying chart shows the re- 
lation between variations housing starts and 
changes the volume mortgages outstand- 
ing 4-family houses. will noted 
that the seasonal turning points, from the 
last quarter 1951 through the first quarter 
1953, the change direction housing 
starts occurred one quarter earlier than the 
increase mortgages. the turns 1953, 
the two series moved concurrently; however, 
1954, the peak housing starts occurred 
the third quarter while the growth mort- 
gages outstanding was greatest the fourth 
this relationship has continued, mortgages 
outstanding increased less the second quar 
ter the year than the first, but 
increase should expected the third and 
fourth quarters. 

the first half the year, the United 
States Government also absorbed 
ate- and long-term funds from the market 
two offers. One these consisted the 
change $1.9 billion per cent bonds 
1995 for part maturing issue pet 
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cent bonds 1955-60 called for redemption 
March 15. The other was the sale Janu- 
ary $570 million 214 per cent notes the 
Federal National Mortgage Association ma- 
turing three years. the aggregate, Treas- 
ury financial requirements contracted the 
first half the national debt subject the 
ceiling limitation was reduced from $278.3 
billion December $273.9 billion 
June 30. Borrowing the Treasury the 
second half year will limited the re- 
cently approved debt ceiling $281 billion. 
The extent which refundings the period 
will consist long-term securities matter 
conjecture—the reopening the per cent 
bonds 1995 for new subscriptions $750 
million proved quite successful. 


Demands for Short- and 
Term Funds 


Equally vigorous the demand for long- 
term finance has been the appetite for shorter- 
term credit consumers and businesses. 
the first five months the year, consumer in- 
stalment credit increased $1.7 billion. Credits 
automobiles expanded $1.6 billion and per- 
sonal cash instalment loans $276 million, while 
loans outstanding other consumer durable 
goods and for repair and modernization de- 
creased $113 million and $70 million, respect- 
tively. The upsurge automobile credits, 
while quite striking, was not substantially 
greater than the expansion that occurred 
the like period 1953 when the increase was 
$13 billion. Demand for these credits has 
further since May and should continue 
increase throughout the remainder the 
year existing stocks new and used cars 
are marketed and new models are intro- 
duced late the year. Reduction car in- 
ventories may enable dealers curtail their 
banks this period, thereby tend- 
retard the seasonal expansion loans 
wholesale and retail trade. 
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Business and agricultural short-term credits 
increased $997 million weekly reporting 
member banks between December and 
June 29, but this aggregate fails denote the 
full strength the expansion since includes 
redemptions CCC certificates and guaran- 
teed loans farm commodities which may 
have been $400 million more. Information 
submitted smaller sample banks which 
report business loans the industry bor- 
rower indicates that business loans expanded 
billion compared with contractions 
$1.5 billion 1954 and $805 million 1953. 
fact, the gain the first half was the first 
since 1951. Changes classified the indus- 
try the borrower increased $1.2 billion this 
year; this gain included seasonal reductions 
$538 million loans manufacturers 
foods, liquor, and tobacco, and repayments 
$464 million commodity dealers. The most 
important increases were: sales finance com- 
panies, $584 million; public utility and trans- 
portation companies, $383 million; petroleum, 
coal, chemical, and rubber firms, $314 million. 
Smaller gains occurred loans manufac- 
turers textiles, apparel, leather, metal prod- 
ucts, construction firms, and wholesale and 
retail trade accounts. The last these prob- 
ably included increased loans automobile 
dealers carry their enlarged inventories. 


The Supply Funds 


Information the availability savings 
satisfy these collective demands quite 
fragmentary, for current data not indicate 
the volume funds entering the market via 
trust companies, security purchases indi- 
viduals, pension funds, and state and local 
government retirement systems. the basis 
the higher level employment, the latter 
two these probably supplied 
amount funds than 1954. The report for 
all operating and insured savings and loan 
associations for the first quarter records 
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gain $1.1 billion new savings capital 
compared with gain $1.0 billion the 
first three months 1954. Net sales Series 
and bonds the first four months 
1955 were $475 million compared with sales 
$273 million these months 1954. De- 
posits mutual savings banks increased $598 
million the first four months this year 
and $642 million last year. Total assets life 
insurance companies gained $1.6 billion 
the first quarter 1955 against growth 
$1.4 billion last year. But time deposits 
commercial banks had increased only $540 
million May compared with growth 
$1.4 billion the same period 1954. 

While the evidence gross personal sav- 
ing inconclusive, measures net personal 
saving leave doubt that the volume has 
declined sharply this year compared other 
recent years. Net personal saving, estimated 
deducting personal consumption expendi- 
tures from disposable income, shows the first 
quarter volume reached annual rate 
$15.3 billion compared with $21 billion the 
like quarter 1954. this rate, net personal 
saving was 5.84 per cent disposable in- 
come, the lowest percentage since the buying 
wave the first quarter 1951. different 
measure aggregate saving, prepared the 
Securities and Exchange Commission, shows 
that personal saving certain specified forms 
declined from $2.8 billion the first quarter 
1954 $1.7 billion the same period this 
year. should noted that both these 
aggregative measures take account the 
growth short- and 
sonal debt; consequently they not neces- 
sarily mean that the gross flow savings has 
been less than last year. 

High corporate profits and conservative 
dividend policies led high rate cor- 
porate saving the first quarter. The in- 
crease net working capital was $2.3 billion 
against growth $500 million the first 


three months 1954. Although large vol- 
ume Government securities was used 
discharge tax liabilities the period, 
ate holdings these issues decreased only 
slightly, indicating that Treasury issues were 
purchased the period. This development, 
turn, aided banks making the adjustment 
their assets required the expanding de- 
mand for loans. 

the first five months the year, 
mercial bank holdings United States 
ernment securities declined billion loans 
increased $3.3 billion and holdings other 
securities rose $400 million. The liquidation 
Treasury issues was confined the first 
three months when corporate demand for 
these securities was strong and when the 
Treasury refunding operation facilitated the 
withdrawal funds from this form invest- 
ment. Thus, there was decrease the 
ing assets commercial banks and, bal- 
ance, banks did not contribute the total 
supply funds the first five months 
the year. 


Money Market Adjustments 


The movement money rates the first 
half the year was comparatively moderate 
when considered against the background 
emerging and prospective demands for 
nance and the state bank reserve positions. 
Rates municipal bonds advanced from 
average 2.33 per cent December 
per cent March, but had receded 
per cent the end May. After the middle 
June, when larger volume these 
ties reached the market, the rate advanced 
sharply 2.55 per cent. Wider price move 
ments were characteristic the shorter ma- 
turities these bonds bank buying was 
greatly reduced. Highest grade corporate 
bonds rose from 2.9 per cent December 
3.01 per cent April and then 
per cent the end May where the 
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average remained throughout June and early 
July. Long-term Treasury securities advanced 
from yield 2.68 per cent December 
per cent February when the Govern- 
ment again entered the long-term market. 
Rates were stable thereafter until the recent 
rise response the additional offering 
per cent bonds 1995. Market yields 
90-day Treasury bills that were 1.14 per cent 
December reached their highest level 
the first half year April 1.65 per cent 
and dropped thereafter range between 
per cent and 1.62 per cent. 

the buoyant environment the first half 
the year, the Federal Reserve System took 
several steps retard the expansion credit. 
Discount rates the Reserve Banks were 
raised from 114 per cent per cent be- 
tween April and May and two increases 
margin requirements security purchases 
were placed effect: the first, January 
raised the requirement from per cent 
per cent; the second, April 13, increased 
per cent. addition, between Decem- 
ber and March System holdings se- 
curities were reduced $1.3 billion. The pres- 
sure bank reserves which this action would 
have exerted was partially alleviated de- 
circulating currency amounting 
$1.0 billion. After March the Reserve Sys- 
tem made small changes security holdings, 
both through open-market purchases and re- 
purchase agreements with dealers, assist- 
ing the market adjust during occasional 
periods stringency. 

The trend the reserve position mem- 
ber banks the first half year rather well 
described the accompanying table, show- 
ing average daily excess reserves, the volume 
borrowing from Reserve Banks, and free 
difference between the two 
columns. evident from inspection these 
data that member banks met part the de- 
mands their customers borrowing in- 
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AVERAGE DAILY EXCESS AND FREE RESERVES 
AND BORROWINGS, MEMBER BANKS, 
FEDERAL RESERVE SYSTEM 


millions dollars 


Free 
Reserves 


Excess 
Reserves 


Borrowings From 
Reserve Banks 


December 1954 

January 1955 369 
February 271 
March 121 
April 
May 255 


June 


preliminary 


creasing amounts from the Reserve Banks. 
But the amounts would have had still 
greater had not two other developments aided 
the adjustment. 

First, can seen from the accompany- 
ing chart, the banking system employed excess 
reserves more efficiently lending them 
other banks which otherwise would have 
found necessary borrow Reserve 
Banks. bank reserve positions should con- 
tinue tight over coming months, how- 
ever, problematical how much ad- 
ditional relief can expected from loans 
reserves among banks, since most the ex- 
cess reserves are held country banks which 
not place funds the federal funds 
market. Second, shown the chart 
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free reserves, the pressure free reserves 
has been widely distributed geographically 
rather than falling particularly heavily cen- 
tral money market banks, sometimes occurs. 
The free reserves country banks declined 
irregularly throughout the period. the 
other hand, the position the central reserve 
city banks New York has been fairly well 
balanced while the position those Chi- 
cago improved materially after the stringency 
late March, growing out the Cook 
County intangible tax assessments April 


Prospects 


Among the demands for finance coming 
months, the most certain the requirement 
the Treasury which, under the debt ceiling, 
had borrowing authority June $7.1 
billion. There also appears good 
chance that demand for residential mortgage 
funds will least equal the expansion 
billion the second half 1954. Less cer- 
tain are the prospective requirements cor- 
porations and state and local governments. 
The growth loans banks sales finance 


and public utility companies the first 
year raises the possibility that these debts 
funded later the year security issues 
while the upward revision business invest- 
ment plans may sustain the volume other 
business issues, even the face 
tial accruals retained profits and 
tion allowances. the first half year, the 
suance number large toll road securi- 
ties was delayed legal and other diffi- 
culties, while one these was recently with- 
drawn temporarily consequence the in- 
terest rate that was offered the bid. Others 
also may prove sensitive cost other im- 
pediments their sale are removed. Final 
approval the federal highway program may 
lead review and deferral some projects. 

These possible restrictions the prospec- 
tive volume issues state and local gov- 
ernments are cited, not imply that the 
volume will moderate, but rather ad- 
justments that may become important the 
total demand for finance should prove par- 
ticularly heavy relation the available 
supply funds. 

the short- and intermediate-term sectors, 
consumer instalment credit customarily ex- 
pands the second six months, but the pace 
the growth should moderate from that 
March through May. Loans business 
banks also expand the latter half year 
response the requirements food 
facturers, commodity dealers, and wholesale 
and retail trade. This year there some pros- 
pect that the over-all growth may affected 
repayments textile firms, construction, 
sales finance, and public utility companies 
whose use bank credit the first half 
largely accounted for the growth business 
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OPTIMISM 


ORE FAVORABLE weather and indications 
price stability for agricultural prod- 
ucts recent months have generated glim- 
mer optimism among Tenth Federal Re- 
serve District farmers. From 1952 1954, 
sharply declining prices for agricultural prod- 
ucts and drought increasing intensity 
caused cash receipts from farm marketings 
District states decline per cent. 

Until approximately mid-May, the drought 
District states was more intense this year 
than was for the comparable period 
year earlier. Since the middle May, how- 
ever, moisture conditions have improved sub- 
stantially. There are many areas where nor- 
mal precipitation still has not fallen for the 
year, but above normal precipitation since 
mid-May has done much help wipe out the 
deficiency. Although the rainfall was too 
late help substantial portion the small 
grain acreage the District, was extremely 
beneficial for row crops, pasture, and hay. 
Thus, addition being helpful insofar 
feed grain production concerned, improved 
weather conditions will substantially aid pro- 
duction livestock and livestock products. 
this article effort will made an- 
alyze the agricultural situation with respect 
production prospects, prices received 
farmers, and cash receipts from farm market- 
ings. 

Agricultural Production 

Sales livestock and livestock products ac- 
count for about two thirds the cash receipts 
from farm marketings Tenth District states. 
Consequently, livestock production has 
important influence total agricultural pro- 
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duction the region. spite severe and 
extensive drought during 1953 and 1954, live- 
stock numbers were maintained relatively 
high levels during this period. Cattle numbers 
the beginning this year were only slight- 
less than the record-high number Dis- 
trict farms January 1953. Sheep and hog 
numbers were down substantially from the 
record highs attained about decade ago, but 
compared favorably with the levels the past 
few years. Although the trend milk cow 
and poultry numbers has been downward and 
numbers the beginning the year were 
relatively low, increased productivity per ani- 
mal has, considerable extent, offset the 
effects declining numbers farms. 

present, appears that production 
livestock and livestock products District 
states will exceed the levels achieved last year. 
Since beef cattle are far the most impor- 
tant livestock enterprise the District, high 
level beef production will tend maintain 
total production livestock 
products. The near-record numbers cattle 
farms, along with considerably improved 
pasture and feed conditions compared with 
last year, are expected result record 
near-record levels beef production. Hog 
producers District states increased spring 
farrowings this year per cent. They have 
indicated that they intend increase fall far- 
rowings about per cent. Such increase 
pork production should offset the effects 
slightly lower levels production anticipated 
for lamb, poultry, and perhaps milk. 

Insofar crop production concerned, im- 
proved prospects for row crop, pasture, and 
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CROP PRODUCTION 
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Tenth District States 
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SOURCE: Department Agriculture. 


hay production are expected offset lower 
production small grains, cotton, and few 
other minor crops. The data the accom- 
panying table, released the Crop Report- 
ing Board the July crop report, indicate that 
corn production District states will sub- 
stantially larger than was last year the 
basis July prospects. Hay production also 
expected larger spite the severe 
drought and poor prospects until about 
mid-May. Although 
have not been made for sorghums, soybeans, 
sugar beets, and cotton, the acreage planted 
sorghums and soybeans substantially 
higher than was planted last year. With more 
favorable moisture prospects, appears 
production these crops could sub- 
stantially from last year’s levels. The acreage 
cotton cultivation July was down 
per cent for the Nation and per cent for 
District states. 

summary, can stated that, the 
basis present prospects, production both 
livestock and crop products Tenth District 
states likely exceed last year’s levels, pro- 
viding that near-normal weather prevails dur- 
ing the remainder the growing season. 


Prices Received 
The general trend prices received farm- 
ers has been downward since the all-time 
high was reached February 1951. Cur- 
rently, the index prices received farmers 
per cent below the February 1951 peak. 


Average Average 
1944-53 1944-53 


United States 
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1955 


102,199 


The accompanying chart shows that the 
index prices received farmers was quite 
stable during the first half 1955. until 
June, the index averaged from per cent 
below the levels for the comparable months 
the year before. However, farm prices de- 
clined much more sharply from May June 
1954 than they did from May June 
this year. Thus, June this year, the in- 
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438,382 369,173 283,623 1,120,641 964,224 847,062 
481,702 320,289 476,658 3,080,115 2,964,639 3,449,667 
145,057 191,669 169,296 1,323,321 
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CASH RECEIPTS FROM FARM MARKETINGS 


x 


1952 


dex was only per cent lower than for year 
earlier. With strong consumer demand for 
most commodities, appears likely that the 
price declines that have prevailed during the 


last half the previous three years will 
more moderate this year. business remains 
strong and the commodities produced are 
marketed orderly fashion, the index 
prices received farmers during the re- 
mainder 1955 could approach the levels 
reached during the last half 1954. 


Cash Receipts 

reduced volume agricultural produc- 
tion Tenth District states because 
drought and declining prices caused cash re- 
ceipts from farm marketings decline sharply 
from 1952 1954. 1952, cash receipts 
District states were relatively high because 
combination favorable production and 


For Tenth District Farmers 


prices. Consequently, some decline relation 
figures for the Nation was expected. 

Cash receipts from farm marketings Dis- 
trict states have continued remain low dur- 
ing the first half 1955. This was ex- 
pected, since large part the cash receipts 
for the first half any year can accounted 
for sale products that were produced 
during the previous year. Furthermore, the 
drought continued critical throughout 
much the District until near the end the 
first half 1955. With improved production 
prospects, District receipts should gain relative 
the Nation’s receipts during the last half 
1955. 


Summary 


Weather conditions Tenth District states 
have improved notably during the past few 
months. Although the improvement was too 
grain acreage, was substantial help 
row crops, roughage crops, 
Recently, rainfall has again been below nor- 
mal throughout much the District. However, 
has been adequate insure large produc- 
tion roughage crops and give the row 
crop acreage good start. With normal 
weather through the remainder the season, 
agricultural production District 
should higher than for year earlier. Prices 
farm products, the whole, have been 
quite stable far this year. With the strong 
consumer demand for agricultural products 
and favorable production prospects, seems 
likely that cash receipts from farm marketings 
District states will approach those last 
year during the latter part this year. 
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The Dynamic Role 
Business Investment 


URING THE PAST YEARS, economic theory 

has made significant contribution 
our understanding the forces determining 
the level income and employment. Be- 
cause what has been learned, systematic 
attention given aggregate demand— 
that is, the total amount spending for 
new goods and services. The aggregate 
level depends the demands the pri- 
mary buyers the national output—con- 
sumers, business, and government. Total 
spending current output thus com- 
posed chiefly consumer expenditures, 
gross private investment, and government 
purchases goods and services. 

Although not the largest component 
aggregate demand, investment plays key 
role setting the level business activity. 
Not only primary determinant in- 
come, but also—through what known the 
multiplier—it wields secondary impact. 
Since consumption depends largely in- 
come, changes investment induce changes 
consumption and hence result 
plied effect income and employment. 


Recent Trends 


For most the 4-year period 1950-53, 
business outlays for new plant and equip- 
ment mounted steadily. doing, they 
added constantly total income-generating 
expenditures and maintained progress to- 
ward higher standard living well 
military security. the final quarter 
1953, business capital expenditures began 
decline which continued each the en- 
suing five quarters. Overall, the drop 


amounted about per cent, sea- 
sonally adjusted annual basis. 

the present time, the gradual decline 
business capital outlays undergoing 
sharp reversal. Starting the second quar- 
ter this year, business investment plans, 
Commerce and the Securities and Exchange 
Commission, indicate pronounced 
The projected advance during the July- 
September quarter expected return 
plant and equipment expenditures their 
record 1953. Since all major industry 
divisions are participating, the anticipated 
surge indicative fairly widespread 
recovery fixed business investment. 

Not all major divisions are expected 
attain the record investment levels 1953. 
the third quarter, manufacturers, rail- 
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roads, and mining companies will continue 
invest rate somewhat under their 


1953 peaks. Planned outlays 
transportation firms and public utilities, 
the other hand, are practically identical 
with earlier records, and commercial com- 
panies are continuing the upward trend 
initiated mid-1952. 

Manufacturing firms account for the larg- 
est part—over third—of the expected in- 
crease fixed investment. Durable goods 
manufacturers, who collectively began 
reduce expenditures the second quarter 
1953, project increases both the second 
and third quarters. Producers primary 
metals, autos, machinery, and transportation 
equipment other than autos are primarily 
responsible for the magnitude the ex- 
pected upward adjustment durables after 
the first quarter. Producers electrical 
machinery and stone, clay, and glass prod- 
ucts anticipate relatively smaller increases. 
the nondurable goods lines, substantial 
additions capital spending petroleum, 
chemical, and paper companies stand 
marked contrast the small changes sched- 
uled the food, beverage, and textile in- 
dustries. 

Expanded capital outlays manufactur- 
ers, together with those commercial 
industries and public utilities, comprise 
around per cent the projected first- 
to-third quarter increase. The expected 
sharp rise outlays public utilities the 
result substantial additions gas com- 
panies and moderate increase electric 
utilities. the commercial field, investment 
plans most types retail business, among 
both chain and independent stores, are 
expansive. 

Compared with the first postwar recession, 
business plant and equipment outlays were 
much better maintained during the recent 
period adjustment. the 1948-49 down- 
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turn, expenditures fell about per cent, 
with most decline concen- 
trated 1949. Manufacturing investment 
dropped about one third, twice much 
did recently over comparable 
quarter period. the same time, com- 
mercial firms, which comprise the second 
largest investment category, also were cut- 
ting back their spending programs. 

Although difficult questions remain, 
clear this time that the recent decline 
capital spending was not such proportions 
exert serious deflationary influences 
economic activity. matter fact, the 
maintenance investment outlays high 
rate probably was major factor contribut- 
ing the mildness the contraction. 


Sets the Level? 


recent prosperous years, fixed business 
investment has accounted for around per 
cent the national output goods and 
services. Therefore, assuming comparable 
labor productivity capital- and consumer- 
goods industries, business capital formation 
directly provides approximately per cent 
the Nation’s employment. Business makes 
such outlays only when they are expected 
profitable and, since profit expectations 
vary, capital formation tends unstable. 
The record shows that cyclical fluctuations 
investment are much wider relatively than 
variations personal consumption expendi- 
tures. 

What determines whether 
make investment new plant and equip- 
ment? general, the decision invest 
depends the expected profitability the 
new capital and the cost and availability 
investment funds. business firm may 
expect that plans expand its invest- 
ment, other things being equal, the net re- 
turn each addition will decline. Presum- 


ably, the firm will continue invest 
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the point where the expected net return 
equals the cost obtaining funds for the 
investment. 

low rate interest thus encourages 
investment reducing the cost funds. 
Conversely, high rate discourages invest- 
ment. Although number studies have 
been designed determine the importance 
the interest rate influencing investment, 
the evidence not conclusive. seems 
clear, however, that increase the in- 
terest rate will affect adversely some invest- 
ment decisions and that fall the rate 
will favorable influence some. 

The expected profitability investment 
portant sense, related changes 
current output consumption. This only 
part the story, however, since the determi- 
nants are much more complex. Innovations 
products and methods production are 
major influence toward raising the ex- 
pected rate return over cost. addition, 
factors such the state business confi- 
dence, the total accumulated stock capital, 
population developments, and governmental 
taxes and expenditures exert important in- 
fluences the expected profitability capi- 
tal outlays. 

During the recent period economic ad- 
justment, the factors influencing investment 
decisions were favorable. Personal consump- 
tion deviated only briefly from its path 
continued expansion; output stabilized after 
only six months decline. More intense 
competition caused greater emphasis re- 
placement and modernization means 
lowering production costs. Federal taxes 
both individuals and businesses were reduced. 
The population continued grow rapidly 
and create additional situations for prof- 
itable business investment moving about 
the country and migrating the 
Business confidence, the intangible influ- 


ence, remained very strong. the other 
side the equation, Federal Reserve action 
insured ample supplies credit low 
interest rate. 

These were important factors maintain- 
ing fixed business investment relatively 
high levels during the recession. present, 
with the general strength consumer de- 
mand, the resurgence output levels 
ceeding previous peaks, and continued fa- 
vorable readings the other factors, plant 
and equipment outlays are again projected 
record levels the current quarter. 


Too High Recent Years? 

From the foregoing, apparent that 
business investment depends dynamic 
elements growth the economy and 
factors outside the economy, such 
vations, expectations, and government policy, 
Since there little effective control over 
these factors, the expected profitability and, 
hence, the volume investment are ex- 
tremely variable. not possible guar- 
antee that the proper amount insure high 
level income and enployment will made. 
some occasions, investment may run too 
high and result inflation; other times, 
may too small and lead deflation, 
unemployment, and excess capacity. 

Since the end World War II, the high rates 
business investment have caused concem 
the part some observers. They 
tion whether the large expansion indus- 
trial capacity recent years may prejudice 
future investment. 

One simple test which helps answer this 
question consider capital outlays against 
the record the Nation’s output. Normal re- 
lationships cannot identified because 
much the period for which statistics are 
available colored the experience the 
depression the thirties and World War 
may noted that the postwar ratio 


business capital investment total gross 
national product generally exceeded the 
level the twenties and approximated the 
1929 proportion. 

terms constant dollars, the postwar 
share business capital investment GNP 
was appreciably lower than 1929. Fur- 
thermore, the share has been declining since 
1948. Even 1953, the peak year busi- 
ness capital outlays, the ratio did not in- 
crease. The difference movement sug- 
gested the actual-dollar and constant- 
dollar comparison reflects sharper rise 
the price capital goods than all goods 
and services. Since quality improvements 
business capital probably exceed those 
other goods and services, however, the indi- 
cated decline real investment would 
reduced adequate account were taken 
quality changes. 

marked shift the composition 
business expenditures for fixed capital from 
1929 the postwar years also evident. 
During the latter period, investment was 
concentrated more heavily obtaining new 
equipment and proportionately less plant 
expansion. terms constant dollars, the 
shift favor equipment even more 
pronounced because construction costs rose 
about twice much equipment prices 
during the period. 


Business Investment 


BUSINESS CAPITAL INVESTMENT 


share real Gross Product 


tte CENT OF REAL GNP (1947 DOLLARS 


PRODUCERS' 
OURABLE 
EQUIPMENT 


PRIVATE 
CONSTRUCTION 


Note: Business capital investment components GNP, the basis 
these ratios, not agree precisely with the plant and 
equipment expenditures series, principally because the 
former include agricultural investment and certain equip- 
ment and construction charged current account. 

SOURCE: Department Commerce. 


view the low level capital ex- 
penditures during the depression and World 
War and the backlog deferred demand 
built up, does not seem that recent out- 
lays represent excessive shares GNP. 
true that, other things being equal, the 
greater the volume investment the past, 
the less profitable remaining investment 
opportunities will be. the present situ- 
ation, however, other things are not equal, 
the dynamic elements the economy 
and outside the economy are creating nu- 
merous profitable areas for business invest- 
ment. 
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TENTH DISTRICT BUSINESS INDICATORS 


*Value 
Department Residential 
Store Sales Building 


e—1955 from 1954 


Value Value 
Check 


Payments 


District 
and Principal 
Metropolitan 
Areas 


Tenth Dist Percentage chang 
en ist. 


Colorado 
Denver 
Nebraska Wichita 
New Mexico* Kansas City 
Omaha 
Oklahoma* 
Okla. City 


Wyoming 


*Tenth District portion only. reserve cities this state. only. City, Mo., only. City, Mo., and 


BANKING THE TENTH PRICE INDEXES, UNITED STATES 
June 
Deposits Index 
City Country City 110.3 109.9 
Banks Banks Banks 282 
June 1955 Percentage Change From 
May jJune June May June 
1955 |1954 1954 |1954 
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